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Each year in Mississippi-and
across the South-tens of 1,000s of acres
of nonindustrial, private forest lands are
not being properly regenerated after tim-
ber harvest.

One reason some forest landowners
do not regenerate is the lack of funds and
the absence of pertinent long-term credit
to finance reforestation investments. The
proposed Mississippi  Reforestation
Investment Program (MRIP) is designed
to address this credit market failure.

The Basic Concept

The basic concept is for the State of
Mississippi to sell long term, zero-
coupon municipal bonds and use the
proceeds from the sale of the bonds to
finance reforestation in\-estments on
suitable NIPF lands. Qualifying
landowners would receive a loan cover-
ing up to 100% of the cost of reforesting
a property. Principal and interest on the
loan would be repaid from the revenue
generated from future timber sales
resulting from the reforestation invest-
ment.
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We fed that with minima modifica-
tions this concept could be implemented
in other states, at the federal level and
perhaps even at the local level.

The Model Mississippi Reforestation
Investment Program

1. Source of Funds

Funds to finance the program would
be raised by the State of Mississippi
through the sale of bonds. Additionally,
the State may enter into agreements with
other private (e.g., forest products or
energy companies) or governmental
organizations and may accept contribu-
tions, gifts or grants from any source to
carry out the duties, functions, and the
powers of MRIP.

We suggest that the State and its
agents promote MRIP and explore fund-
ing from the energy companies. Energy
companies could receive carbon seques-
tration creditsto offset their green-
house gas emissions-for the trees plant-
ed with the funds they provide, pius
interest monies from long term bonds.

2. Reforestation Loan

The reforestation loan monies raised
from the bond issue would be used to
fund up to 100% of the cost of reforesta-
tion (i.e., site preparation and planting)
of suitable old field and cut-over pine
sites.

3. Rate of Interest

The rate of interest charged on the
reforestation loan should be very com-
petitive and would be equal to that paid
by the State on the bond issue plus a
small charge for loan administration. If
energy companies will invest their funds
in MRIP, the interest rate on long term
bonds may be well below the market
rate, because the energy companies
could also receive carbon offset credits,

4. Payment Schedule
Payment of principal and interest on

the reforestation loan would be post-
poned until the trees are harvested. A



minimum payment of 50 % of net sales
revenue would be required at al thin-
nings. The loan could be repaid in whole
or in part at any time; but has to be paid
in full by the end of 35 years.

5. Collaterd

Collateral would be required to
secure a reforestation loan under MRIP.
If the land is owned free and clear, the
insured standing trees could serve as col-
lateral. If there is an existing first mort-
gage on the land, the state would take a
second mortgage on the land and stand-
ing trees, provided the leftover value is
sufficient to secure the loan. It is recom-
mended that the lien on standing trees
incorporate the steps taken by the
Oregon Forest Resource Trust in address-
ing the issue of collateral (OR. Rev. Stat.
§ 526.740 (2) 1995). That is:

“ The lien created is a general lien upon all
(trees) . .. whether standing . . . severed . . or
made into forest products . . the lien also

attaches t o accounts receivable evidencing |

indebtedness of the purchaser or mill. ”
6. Eligiility

Only non-industrial, private fores&
landowners who are residents of
Mississippi would be allowed to partici-
pate in the program. Non-resident
landowners would be eligible only if
they are co-owners with a Mississippi
resident. At least one co-owner would
have to be a Mississippi resident at the
initiation of a loan.

7. Minimum Acreage

The land area reforested under the
program would have to be at least 10
acresin size.

8. Lifetime Loan Cap

There would be a $50,000 lifetime
loan cap per forest landowner.

9. Insurance

Losses to seedling mortality, fire,
wind and ice storms, insects and dis
eases, and theft would be covered
through a self-insurance program
administered by the State to cover 100 %
of the value of the reforestation loan fo
the entire rotation. A one time, up front
insurance premium would be added to
the reforestation loan.

10. Other State and Federal
Reforestation  Incentive Programs

The  Mississippi Reforestation
Investment Program could only be used
in conjunction with the Mississippi
Reforestation Tax Credit and the Federal
income tax incentives for reforestation.

11. Program Administration

The Mississippi Forestry Commis-
sion would provide on-the-ground tech-
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nical assistance to borrowers, while the
Mississippi Development Authority
would handle the record keeping and
those financial activities related t0 mak-
ing the loans. A trust shoud be set up to
administer funds from external sources
such as energy companies.

Will it work financialy?

Results of a margina analyses Of
cash flows from an MRIP-financed refor-
estation investment versus doing noth-
ing revealed that returns arc quite attrac-
tive across a broad range of soil produc-
tivities and lending rates. It appears
likely that MRIP could generate signifi-
cant wealth for landowners at no net cost

to the State, "
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